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Instructions to Candidates 

1. Time allowed is three (3) hours. 

2. Total 100 Marks 

3. Answer allquestions. 

4. Encircle the number of your choice in relation to Multiple Choice Questions.  

5. Candidates are allowed to use non-programmable calculators. 

 6. The answers should be given in English Language. 

Subject Subject Code 

Management Accounting  (MA / OL 1) 

 

 

Part I 

 

1) Which of the following statements relating to management information are true? 

 

1.  It is produced for parties external to the organisation 

2.  There is usually a legal requirement for the information to be produced 

3.  No strict rules govern the way in which the information is presented 

4.  It may be presented in monetary or non-monetary terms 

 

a) 1 and 2 

b) 3 and 4 

c) 1 and 3 

d) 2 and 4 

 

2) Which of the following statements describes target costing? 

 

a) It calculates the expected cost of a product and then adds a margin to it to arrive at the 

target selling price 

b) It allocates overhead costs to products by collecting the costs into pools and sharing 

them out according to each product’s usage of the cost driving activity 

c) It identifies the market price of a product and then subtracts a desired profit margin to 

arrive at the target cost 
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d) It identifies different markets for a product and then sells that same product at different 

prices in each market. 

 

3) A company manufactures three products using different amounts of the same grade of 

material, which is in short supply. 

The following budgeted data relates to the products: 

 A1 A2 A3 

 Rs. Rs. Rs. 

Selling price 1500 1200 900 

Material (Rs.50 per Kg) (400) (300) (250) 

Labour (Rs.100 per hour) (200) (100) (100) 

Variable overhead (250) (300) (100) 

Fixed overhead (150) (100) (300) 

Profit per unit 500 400 150 

 

What order should the products be manufactured in to ensure that profit is maximised? 

 

 A1 A2 A3 

 

a) 1
st
 2

nd
 3

rd
 

b) 2
nd

 1
st
 3

rd
 

c) 3
rd

 2
nd

 1
st
 

d) 2
nd

 3
rd

 1
st
 

 

4) ABC PLC has a manufacturing capacity of 10,000 units. The flexed production cost budget 

of the company is asfollows: 

Capacity 50% 100% 

Total production costs (Rs.) 157,500 237,500 

 

What is the budgeted total production cost if it operates at 80% capacity? 

 

a) Rs.77,500 

b) Rs.124,000 

c) Rs.128,000 

d) Rs.205,500 

 

5) A company uses an overhead absorption rate of Rs.50 per machine hour, based on 24,000 

budgeted machine hoursfor the period. During the same period the actual total overhead 

expenditure amounted to Rs.1,210,650 and 22,500 machine hours were recorded on actual 

production. 

By how much was the total overhead under or over absorbed for the period? 

 

a) Under absorbed by Rs.10,650 
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b) Under absorbed by Rs.85,650 

c) Over absorbed by Rs.10,650 

d) Over absorbed by Rs.85,650 

 
6) Two products, X and Y are created from a joint process. X can be sold immediately after 

split-off. Y requires further processing into product Z before it is in a saleable condition. 

There are no opening inventories and no work in progress of products X, Y or Z. The 

following data are available for last period: 

 

Total joint production costs (Rs.) 750,000 

Further processing costs of product Y (Rs.) 66,000 

  

  

Product Production units Closing inventory 

X 450,000 20,000 

Z 300,000 25,000 

 

Using the physical unit method for apportioning joint production costs, what was the value of 

the closing inventory of product Z for last period? 

 

a) Rs.25,000 

b) Rs.27,200 

c) Rs.30,500 

d) Rs.45,000 

 

7) A company has calculated a Rs.10,000 adverse direct material variance by subtracting its 

flexed budget direct material cost from its actual direct material cost for the period. 

Which of the following could have caused the variance? 

 

1. An increase in direct material prices 

2. An increase in raw material usage per unit 

3. Units produced being greater than budgeted 

4. Units sold being greater than budgeted 

 

a) 2 and 3 only 

b) 3 and 4 only 

c) 1 and 2 only 

d) 1 and 4 only 

 
8) Crush PLC budgeted to sell 10,000 units of a new product in the period at a budgeted selling 

price of Rs.12 per unit. Actual sales volumes in the period were as budgeted but the actual 

sales price achieved was only Rs.10 per unit. This was because a competitor launched a 
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similar product at the same time. Crush PLC had been unaware that this was going to happen 

when it prepared its budget and, had it known this, it would have revised its expected selling 

price to Rs.9 per unit, which was the price of the competitor’s product. 

 

What is the sales price planning variance? 

 

a) Rs.30,000 F 

b) Rs.30,000 A 

c) Rs.20,000 F  

d) Rs.20,000 A 

 
9) The following information is available for a manufacturing company which produces 

multiple products: 

1. The product mix ratio 

2. Contribution to sales ratio for each product 

3. General fixed costs 

4. Method of apportioning general fixed costs 

 

Which of the above are required to calculate the break-even sales revenue for the company? 

 

a) All of the above 

b) 1, 2 and 3 only 

c) 1, 3 and 4 only 

d) 2 and 3 only 

 

 

Use the following information to answer question 10 and 11. 

 

The Gadget PLC produces two products, A and B. Until now, it has used traditional 

absorption costing to allocate overheads to its products.  The company is now considering an 

activity based costing system in the hope that it will improve profitability. Information for 

the last year is as follows: 

 

Description Product A Product B 

Production and sales volumes (units) 5,000 10,000 

Selling price (Rs.) 90 120 

Direct material cost per unit (Rs.) 30 45 

Direct labour cost per unit (Rs.) 15 25 

Machine hours per unit 1 2 

Number of purchase orders per annum 20,000 30,000 

Number of deliveries per annum 50,000 25,000 

 

      The annual production overhead costs were as follows: 
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10) What is the cost per unit for product B under am absorption costing system, if the machine 

hours have been used as the basis for apportionment of overhead? 

 

a) Rs.40 

b) Rs.70 

c) Rs.90 

d) Rs.110 

 

11) What is the cost per unit for product B under am absorption costing system, if the machine 

hours have been used as the basis for apportionment of overhead? 

 

a) Rs.70 

b) Rs.97.66 

c) Rs.101 

d) Rs.110 

 

 

Use the following information to answer question 12 and 13. 

 

Hair Company manufactures three types of electrical goods for hair: curlers (C), straightening 

irons (S) and dryers (D.) The budgeted sales prices and volumes for the next year are as follows: 

 

 C S D 

Selling price (Rs.) 100 150 120 

Units 20,000 24,000 6,000 

 

Each product is made using a different mix of the same materials and labour. 

 

The standard cost card for each product is shown below. 

 

Product C S D 

Material (Rs.) 20 50 42 

Labour (Rs.) 30 54 30 

Variable overhead (Rs.) 10 16 18 

Total Variable Cost (Rs.) 60 120 90 

 

The general fixed overheads are expected to be Rs.429,000 for the next year. 

 Rs. 

Machine setup costs 250,000 

Procurement costs 100,000 

Delivery costs 150,000 
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12) What is the weighted average contribution to sales ratio 

a) 25% 

b) 30% 

c) 28.6% 

d) 40% 

 

13) What is the break even sales revenue? 

 

a) Rs.1,072,500 

b) Rs.1,430,000 

c) Rs.1,500,000 

d) Rs.1,716,000 

 

14) A company predicted that the learning rate for production of a new product would be 80%. 

The actual learning rate was 75%. The following possible reasons were stated for this: 

1. The number of new employees recruited was lower than expected 

2. Unexpected problems were encountered with production 

3. Unexpected changes to Health and Safety laws meant that the company had to increase 

the number of breaks during production for employees 

 

Which of the above reasons could have caused the difference between the expected rate of 

learning and the actual rate of learning? 

 

a) All of the above 

b) 2 and 3 only 

c) 1 only 

d) None of the above 
 

15)  A company uses material B, which has a current market price of Rs.80 per kg. In a linear 

program, where the objective is to maximise profit, the shadow price of material B is Rs.120 

per kg. The following statements have been made: 

 

1. Contribution will be increased by Rs.120 for each additional kg of material B 

purchased at the current market price 

2. The maximum price which should be paid for an additional kg of material B is Rs.120 

3. Contribution will be increased by Rs.40 for each additional kg of material B purchased 

at the current marketprice 

4. The maximum price which should be paid for an additional kg of material B is Rs.200. 

 

Which of the above statements is/are correct? 

 

a) 2 only 

b) 2 and 3 

c) 1 only 

d) 1 and 4 



7 
Institute of Certified Management Accountants of Sri Lanka 

Operational Level - Management Accounting (MA / OL 1) -Pilot Paper  
 

16) Which of the following BEST describes a flexible budget? 

 

a) A budget which shows variable production costs only 

b) A monthly budget which is changed to reflect the number of days in the month 

c) A budget which shows sales revenue and costs at different levels of activity 

d) A budget that is updated halfway through the year to incorporate the actual results for 

the first half of the year 
 

17) A company which operates a process costing system had work-in-progress at the start of last 

month of 300 units valued at Rs.19,200 which were 60% complete in respect of all costs. 

Last month a total of 2,000 units were completed and transferred to the finished goods 

warehouse. The cost per equivalent unit for costs arising last month was Rs.105. The 

company uses the FIFO method of cost allocation. 

 

What was the total value of the 2,000 units transferred to the finished goods warehouse last 

month? 

 

a) Rs.191,100 

b) Rs.197,700 

c) Rs.210,000 

d) Rs.210,300 

 

18) Which of the following are benefits of budgeting? 

 

1. It helps coordinate the activities of different departments 

2. It fulfils legal reporting obligations 

3. It establishes a system of control 

 
 

a) 1 and 2 

b) 2 and 3 

c) 1 and 3 

d) All of the above 

 

19) If the material cost, labour cost and overhead cost of a product is Rs.15/-, Rs.12/-, and 

Rs.13/- respectively and the profit margin is 20% on selling price, what is the selling price? 

 

a) Rs.50 

b) Rs.48 

c) Rs.80 

d) None of the above 

 

20) The Statement A and Statement B respectively explains: 
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Statement A: Forecasting future occurrences and taking precautionary action. 

Statement B: The measurement of variances between planned and achieved output, the        

analysis of reasons for the variance and planning actions to achieve future required output. 

 

a) Feed Forward Control and Feedback Control 

b) Feedback Control and Feed Forward Control 

c) Negative Feedback and Positive Feedback 

d) None of the above 

 

 

Part II 

 

Question 1 ` 

i. Senuda Company manufactures a rubber boot which passes through two processes. The 

materials are added at the beginning of the first process. Output of the process 1 is transferred 

to the process 2. 

 The following information is relevant to process 2 for the month of September 2016. 

 

 Process 2 

Units transferred from process 1 11,500 

Cost transferred from process 1  Rs.948,000                                                          

Units of output of process 2 11,000 

Opening WIP units 1,500 

Cost of opening WIP  Rs.200,000 

Labour cost Rs.600,050 

Manufacturing overhead Rs.400,225 

Closing WIP units 1,200 

 

The following additional information is also available. 

(a) Closing work in progress of process 2 is 25 per cent completed for labour and 50  per 

cent completed for overhead. 

(b) The opening work in progress is of process 2 is 60 per cent completed for labour and 75 

per cent completed for overheads. No further material is added in the Process 2. 

(c) Normal loss is 5 per cent from the total input. The total input should include any 

opening work in progress. 

(d) Normal loss of process 2 can be sold at a value of Rs.35 per unit. 

(e) Abnormal losses do not have any scrap value. 

(f) Opening WIP is valued using FIFO method. 

Required: 
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Prepare process 2 account.  (08 marks) 

 

ii. Samanala PLC traditionally used an absorption costing system based on volume of 

production for product costing. It has recently introduced an Activity Based Costing (ABC) 

costing system. The companymanufactures three products, details of which are set out below. 

Description 
Product 

S A M 

Budgeted annual production (units) 200,000 300,000 150,000 

Batch size (units)  100 150 150 

Purchase orders per batch 2 4 5 

Machine set-ups per batch 3 2 1 

 

Two cost pools have been identified. Their budgeted costs for the year ending 31
st
 March, 

2014 are as follows: 

 Rs 

Machine set-up costs 1,100,000 

Processing costs 1,700,000 

 

Required: 

Identify the cost difference for each product based on traditional costing and ABC. (07 

marks) 
  

(Total 15 marks) 

 

Question 2 

“Pathum Uthum” is a greeting cards printingcompany. Due to erratic sales, the company has 

been experiencing difficulty for some time.  The company’s income statement for the most 

recent month is given below: 

 Rs. Rs. 

Sales (19,500 @ Rs.30)  585,000 

Less: Variable expenses 409,500  

Fixed expenses 180,000 589,500 

Net loss  (4,500) 

Required: 

i. Compute the company’s break-even point in both units and rupees. 

(03marks) 
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ii. The following suggestions have arisen at a recent meeting attended by the Chairman, Sales 

Manager and Production Manager. 

a) The Chairman is certain that a Rs.16,000 increase in the monthly advertising budget, 

combined with an intensified effort by the sales staff will result in a Rs.90,000 increase 

in monthly sales.  If the Chairman is right what will be the effect on the company’s net 

income or loss? 

(03 marks) 

b) Refer to the original data.  The sales manager is convinced that a 10 percent reduction 

in the selling price, combined with an increase of Rs.60,000 in the monthly advertising 

budget, will cause unit sales to double.  What will the new income statement look like 

if these changes are adopted? 

(04 marks) 

c) Refer to the original data.  By automating certain operations, the company could reduce 

variable costs by Rs.3 per unit.  However fixed costs would increase by Rs.72,000 each 

month.   

Compute the new break-even point in both units and rupees.   

Would you recommend this change if the future economic condition is likely to be 

recessionary?  

(05 marks) 

(Total 15 marks) 

Question 3 

 

Sirisara is a company which buys and sells special cardboard boxes that is used for food 

packaging. Company's future budgetary estimates are as follows. 

 

(i) Year 2016 - August  September October November 

  Sales units - 5,000  7,000  10,000  15,000 

  Selling price - Rs. 100 per unit 

 

(ii) Stock holding policy - Equals to 20% of next month sales. 
 

(iii) Sales policy - From the total sales 50% in cash, balance 50% on credit. 
 

(iv) Collection from credit sales; (Assume that allocation for the bad debts has been done at 

the beginning of the period)  

- 50% after one month 

- 40% after two month 

- 10% bad debt 

 (v) Expected monthly expenses, payable in the same month 

 - Administration   -Rs. 60,000 including Rs. 10,000 depreciation   

 - Selling  -Rs. 25,000 plus 10% on gross sales income 
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(vi)  Goods purchased from the supplier at Rs. 60 per unit.  Based on the agreement, 

 payment should be made after one month (Credit period is one month) 

 

(vii)  Balances as at 01
st
 August 2016. 

 Cash and bank balance  - Rs. 50,000 

 Finished goods   1,000 units valued at Rs. 70,000 

Trade debtors   - from June sales Rs. 100,000 

    - from July sales Rs. 270,000 

 Trade creditors   - Rs. 300,000 

 
 

Required; 

i. Prepare the following budgets for the months of August, September and October in  

year 2016 in a columnar form  

 Purchases budget (in units)  

(04 marks) 

 

Cash budget  

(08 marks) 

 

ii. Cash budget should be broken down into time periods that is as short as feasible”. Do 

you agree with this statement? Discuss.  

(03 marks) 

 

(Total 15 marks) 
 

Question 4 

 

i. Write short notes on any three of the following approaches to  

budgetary planning stating clearly the underlying philosophy.   

a. Incremental budgeting 

b. Zero-based budgeting 

c. Programme budgeting 

d. Activity based budgeting 

e. Kaizen budgeting    

       

(06 marks) 

ii. Henry Private Limited, a medium sized company, produces a single product in its 

factory. For control purposes, a standard costing system has recently been introduced. 

The following are the standards set for the month of September2016: 
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Production and sales     15,000 units 

Selling price      Rs.1,300 per unit 

 Direct materials: 

 Material 001      5 Kg per unit at Rs. 12 per Kg 

 Material 009      3 Kg per unit at Rs. 3 per Kg 

 Direct labour     5 hours per unit at Rs. 140 per hour 

 Variable overheads    Rs 4,050,000  

 Fixed overheads     Rs 1,800,000  

Variable overheads and fixed overheads are absorbed to the product based on direct 

 labour hours and units respectively. 

The actual data for the month of September 2016areas follows: 

Produced 14,500 units which were sold at Rs. 125 each. 

Direct materials: Used 69,300 kilos of material 001 at a total cost of Rs. 796,950 and 

 used 46,200 kilos of material 009 at a total cost of Rs. 127,050. 

Direct labour: Paid an actual rate of Rs 130 per hour to the direct labour force. The 

 total amount paid out, amounted to Rs 11, 310,000. 

Variable overheads: The total amount paid out, amounted to Rs. 4, 125,000  

Fixed overheads: The total amount paid out, amounted to Rs. 1,650,000 

 Required: 

Calculate the following variances as much detail as possible 

I. Material price variance and usage variance (3 marks) 

II. Labour rate variance and efficiency variance  (2 marks)  

III. Variable overhead expenditure variance and efficiency variance (2 marks) 

IV. Fixed overhead expenditure variance and volume variance (2 marks) 

 (Total 15 marks) 

 

 

 

End of Question Paper 

 

 

 


